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A strategic audit and marketing plan developed for Huazhu


Executive summary
[bookmark: _GoBack]The covid-19 has significantly disrupted the hotel sector as hotel establishments are places with intensive interactions between service providers and customers. With covid-19 continuing to shadow the industry, hotel incumbents need to change their passive responses to active transformation to uncover opportunities hidden in the covid-19 pandemic. 
The present report is a strategic marketing audit based on Huazhu, an international hotel chain based in China. A combination of complementary strategic marketing tools has been used to perform the audit at different levels from different aspects. The issues identified from the audit include over-reliance on the Chinese domestic market, the focus of digitalization in backstage operation, the eroded profitability, the fierce competition due to declined demands, ineffective communication across divisions, etc. Some recommendations are provided to Huazhu to actively seizes the opportunities and eliminate threats, such as the ingratiation of technologies to provide contact-less services, the effective communication of covid-19 codes of conduct across divisions and to customers, creative marketing through initiatives such as appealing offerings to boost domestic demands, etc. 
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1. 


2. [bookmark: _Toc98489104]Introduction 
After more than three decades of growth, the global tourism industry has come to a standstill due to the covid-19 epidemic (Jiang and Wen, 2020). However, because the tourism ecosystem is so broad in scope, it is not only limited to the tourism industry but many other industries and sectors that depend on tourism for their growth have also suffered a fatal blow (Denizci Guillet and Chu, 2021). Specifically, from the demand side, under covid-19, all non-essential travels have been discouraged by the government, and travel restrictions resulted in the cancels of the majority of flights (Filimonau, Derqui and Matute, 2020). Even upon arrival, additional mandatory quarantine, negative covid-19 are required by the local authorities to prevent infections (Choi and Choi, 2021). Thereby, the time and money costs for traveling have been unprecedented high than ever, resulting in record-low demands in hotels. From the supply side, the hotels are temporarily closed or are required to take additional measures, most out of compliances of local regulations to address safety concerns, resulting in higher operational and maintaining costs (Hameed, Mahomed and Carvalho, 2021). The current reality in the hotel industry will have a lasting impact in the future since covid-19 is still threatening public health. 
Huazhu is a leading mul0brand hotel group headquartered in China but with an international presence. The brands managed by Huazhu are presented in Figure 1. As of the fiscal year of 2020, Huazhu has above 6000 hotels in operation with 153 million loyal customers managed but its H Club membership program (Huazhu, 2021). The present report provides a strategic audit for Huazhu in the context of covid-19. Based on the audit, some actionable recommendations are provided at the end of the report to help Huazhu actively navigate the pandemic. 
[image: ]
Figure 1. Major brands of Huazhu , by category as of the date of the annual report (Huazhu, 2021)


[bookmark: _Toc98489105]2. Main body: strategic audit of Huazhu 
[bookmark: _Toc98489106]2.1 Macro audit: PESTEL analysis 
PESTEL, an acronym for the political, economic, social, technological, environmental and legal factors, is a strategic management framework that helps managers to access the risk arising from the impact of external factors on a macro level, particularly when operating internationally (Cravens and Piercy, 2006). The model is used to audit the macro environment of Huazhu and identify particular factors impacting Huazhu ’s strategic development. However, only points of the greatest relevancy will be highlighted here. 
· Political: China is the first country to be affected by the covid-19 outbreak, and the local hotel industry has been the first to bear the brunt as Wuhan has declared a city closure and other parts of mainland China have adopted strict travel restrictions (Sun et al., 2021). Over the past year, the hotel business throughout China has been severely impacted by the lack of inbound travelers. In the face of the covid-19, which is not yet fully understood by human beings and has no way to be conquered in a short period, the Chinese government has reviewed the situation, made a comprehensive study and judgment, and made a decisive decision to put "people's life safety and health in the first place", that is, to adhere to the principle of "people first and life first", adopt the strategy of "internal prevention of rebound and external prevention of import", and ensure "dynamic zero" as the normal prevention policy goal (C. Wang et al., 2021; Feng et al., 2021; Y. Wang et al., 2021). The stringent prevention and control policies here have resulted in nearly zero international customers towards China, and significantly erodes the profitability of Huazhu (since China is Huazhu’s major market.). However, the current outbreak may continue to weigh on the business performance of the China hospitality industry in 2021 and beyond, considering that we have yet to see any signs of the covid-19 epidemic subsiding and international cross-border travel activity resuming (Bou-Karroum et al., 2021). However, we remain cautiously optimistic about the performance of the hospitality industry as the restart of leisure travel in mainland China has provided good support for the recovery (Egger and Zhu, 2022). In the post-epidemic era, the report is confident in the long-term outlook of the China hotel industry, driven by the expansion of China's middle class and the overall upgrade in consumption power (Ran et al., 2021). Among another international markets within which Huazhu operates, it is delightful to see that the suppressed travel demand will probably be released supported by the loosened international travel regulations. Against this backdrop, the role played by hotels in the prevention of infections has been highlighted by the authorities. 
· Technological: Biometrics is a very effective tool for verifying identity at various border crossings, especially at airports. Some hotels have already adopted identification technology that allows retina scans and fingerprint scans to be used to open hotel rooms (Byrnes et al., 2021). The technology is now being used more and more widely because of its great advantages, which means that it is vital to ensure its security. Besides, the hotel industry is a labor-intensive industry, and to reduce personnel costs, the industry is creating smart hotels to reform the hotel industry in response to the demand for non-stop, experiential hotels (Woyo and Nyamandi, 2022). By replacing human labor with machines and combining various intelligent functions such as face recognition and mobile room cards, the hotel industry can improve its economic effect. Some pioneers use artificial intelligence as a front door to replace receptionists, baggage handlers, and room service staff (Kim et al., 2021). In addition to artificial intelligence, in-room facilities are also being reformed, such as smart closets that can dry clothes and kill bacteria on their own to improve comfort and increase the possibility of personalized services (Chen et al., 2021). The introduction of technologies in the contact-intensive hotel industry helps effectively address the public safety concerns during covid-19, and deliver a worry-free accommodation experience (Hospitality Net, 2021; Deloitte, 2022). 
[bookmark: _Toc98489107]2.2 Micro audit: Porter’s five forces  
Porter’s five forces are one of the most widely known tools for auditing the competitive environment, which helps in explaining how major forces in the industry shape strategies and affect performance (Cravens and Piercy, 2006). After the above audit of the macro-environment, it is necessary to audit the industry-specific factors that impact Huazhu, but attention will be only placed on several points of high implications. 
· Threats of new entrants: The threats of new entrants are audited as low. The entry barriers are relatively high, representing high capital investment in setting up the infrastructure and value delivery chain (high staff and high furnishing costs), and it is difficult to realize economies of scale during the shrank demands of hotels during covid-19. 
· Threats of substitutes: Airbnb which connects private hosts directly with travelers to share the spare accommodations with lower prices and heterogeneous offerings has been the primary substitute for the traditional hotels. During the covid-19, both hosts and travelers are more reluctant to use Airbnb due to potential infection risks (Nhamo, Dube, and Chikodzi, 2020). The threats of substitutes are lower than the usual in this regard. 
It can be summarized from the above analysis that the industry exhibits a relatively low attractiveness towards new entrants, and a high level of competition. The focus of Huazhu’s strategies should be in how to differentiate itself from other hotel chains and stimulate more traveling demands. 
[bookmark: _Toc98489108]2.3 Internal audit 
[bookmark: _Toc98489109]2.3.1 McKinsey 7S model 
The internal audit is facilitated with different models to audit the different aspects of Huazhu’s operation. The first model used here is called McKinsey 7S, and VRIO. The Mckinsey 7S identifies 7 elements that could help Huazhu to achieve goals and implement change (Cravens and Piercy, 2006). The model categorizes the seven elements into hard ones (strategy, structure, and systems) and soft ones (shared value, skills, style, and staff). The sector focus on the structure and system of Huazhu. 
· Structure: Huazhu follows the department system organizational structure. The wide portfolio of Huazhu is managed through the subsidiaries and departments under Huazhu. The multi-divisional structure of Huazhu allows it to gains a competitive advantage in each brand as it endows high autonomy of decision making (Huazhu, 2021). However, communication across brands to remain cohesive culture during the covid-19 crisis can be challenging, and communication to update codes of conduct to prevent infection requires additional efforts. 
[image: ]
Figure 2: organizational structure of Huazhu (Huazhu, 2021)
· System: Huazhu continues to improve its existing operational, administrative, and technological systems to enhance its current operational efficacy, while developing resilience against the crisis. For instance, Huazhu has developed proprietary technology infrastructure that enhances customer experiences based on a comprehensive suite of modularized applications, including a cloud-based property management system and centralized reservation, procurement, and revenue management system (Huazhu, 2021; SHINE News, 2021). Enabled by the technological capabilities and operational experiences, Huazhu has developed a centralized service center to benefit the economies of scale. 
The discussion on the 7S of Huazhu indicates its operation has been experienced problems in cross-division communication, and over-focus in the backstage technology development but less attention on the technological innovation in customer touchpoints
[bookmark: _Toc98489110]2.3.2 VRIO model 
A VRIO analysis allows the manager to audit the specific resources and competencies owned by Huazhu based on four dimensions (value, rarity, imitability, and organization), based on which, the manager can decide how to align resources and competencies to support strategic development (Cravens and Piercy, 2006).  
Table 1: VRIO highlight (own summary)
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The VRIO analysis indicates Huazhu’s abilities in its technology integration with hospitality service have not yet been fully exploited in the covid-19 time. The 500-day IT integration plan of Huazhu enables it fully digitalize its operation to improve its operational efficiency, by customer relationship management system, a central reservation system, a centralized revenue management system, and a centralized procurement system (China Travel News, 2015). However, the digitalization efforts of Huazhu have been centered on the backstage efficiency improvement, but rarely been used in the different interactions with customers to improve customer experiences, especially during the covid-19. Also, while other traditional hotels are still competing with their peers' membership systems, Huazhu is already thinking farther ahead, and its membership development is a critical move to counteract the monopoly of OTA (online travel agency) platform traffic (Global Travel Media, 2021). While OTAs and other platforms are still in the process of importing traffic easily and at low prices, traditional hotels are happy to enjoy the dividends brought by low-priced traffic, Huazhu realized that over-reliance on external imported traffic, once the traffic side forms a monopoly, the pricing power of traffic will be in the hands of OTAs and another traffic side. Huazhu attaches great importance to membership acquisition through providing value-added services to the membership and partnering with stakeholders within the hospitality industry to provide benefits to the membership (Global Travel Media, 2021). However, the vast base of Huazhu has not yet been fully exploited during the covid-19 crisis as no active measures have been observed in the management its members. 
[bookmark: _Toc98489111]2.3.3 SWOT analysis 
The above audit on Huazhu and the external environment where Huazhu operates allow us to describe the competitive position of Huazhu through SWOT analysis, which highlights its strengths, weaknesses, opportunities, and threats during the covid-19 time. The special light was placed on the threat aspect. 
Table 2: SWOT highlights (own summary)
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Huazhu has to compare with the international hotel chains such as Hilton and Marriott, and local independent non-standard hotels in both international and local markets. The number of available rooms has reached a record high during covid-19 due to consumers’ concern over safety. The reduced demands together with the bare switching costs has intensified the competition (NBC News, 2022). Specifically, since the rise of non-standard accommodation in 2011, online non-standard accommodation vertical booking platforms started to emerge and began to grow explosively by 2015 (YiCai Global, 2020). The supply of non-standard accommodation continued to rise between 2015 and 2019, growing from 4,538,000 rooms in 2015 to 5,216,000 rooms in 2017 (YiCai Global, 2020). The overall size of the non-standard accommodation industry rose from 12.935 billion yuan in 2015 to 23.488 billion yuan in 2017 during these three years, with an average annual compound growth rate of 22% (Global Travel Media, 2021). Non-standard accommodation has diversified operating entities, decentralized room sources, and personalized service facilities, making consumers more selective. It is also more cost-effective, providing consumers with more added value at the same price, such as free transfer, local guided tours, etc. in terms of large hotel chains, Huazhu face competitions posed by domestic hotel chains, such as Jingjiang in China, and international hotel chains, such as Hilton and Marriott. These large hotel chains have a wider geographical presence, a more diversified portfolio, as well as a stronger financial strength, making them more resilient towards covid-19. 
[bookmark: _Toc98489112]2. 4 Recommendations 
The above audit on Huazhu identifies some key issues facing Huazhu in its current operation. The primary one is the eroded profitability due to declined demands during the covid-19 time. Also, Huazhu facing problems such as over-focus on the technological application in backstage operation, the fierce competition in the hotel sector due to declined demands and offering surplus, the uncertain situation brought by covid-19 in the future, the over-reliance on the Chinese market, the difficulties in cross-divisional communication, etc. Given the low attractiveness of the global hotel market, it is probably not a good idea for Huazhu to invest in internationalization to get rid of its reliance on the Chinese market. However, some efforts focusing on its current business can help Huazhu to seize the opportunities hidden in the covid-19 crisis. Some recommendations are provided as follows 
· Consider the integration of technologies in the touchpoints where Huazhu interacts with customers directly to improve accommodation experience during covid-19. Some initiatives, such as self-check-in/out kiosks using mobile applications supported by facial recognition can offer a completely automated replacement of the standard -check-in/out services. The active use of mobile applications for service inquiry and providing can reduce direct contacts and promote automation during the covid-19. The deployment of smart robots powered by artificial intelligence can travel across hotels to delivery hotel amenities, and greet and guide customers can further realize contactless experience during covid-19. 
· Revisit the safety standards issued by the local authorities and effectively communicate to the local management team through meetings, emails, or trainings. Establish a group-wise industry-leading codes of conduct to ensure the cleanliness of service provision, and communicate the codes of conduct and Huazhu’s active responses (such as the use of latest technologies) with customers through media press or direct mails or social media to address the potential concerns of customers. Huazhu should also monitor travel restrictions and inform customers upon arrival. Communication should be in an integrated way to address concerns and stimulate travel desire. 
· Roll out creative offerings during the covid-19 to boost demands from the customer sides in the local market as international travel is still not revived yet. Typical measures include the discounted prices, the additional benefits and bonuses served with booking (such as personal covid-19 free travel plan making, in-room dining and entertainment, hotel staycation offers, etc.) to boost the local hotel demands. Huazhu should leverage its ability in data management to personalize customer offerings based on patterns and preferences mined from their consumption history. 
3. [bookmark: _Toc98489113]Conclusion 
The report serves as a marketing report for Huazhu, a hotel chain with an international presence based in China. The strategic audit at different levels using various strategic marketing tools has indicated the issues facing Huazhu, such as lack of technology adoption to ensure contactless service, problematic profitability, ineffective communication across divisions, the ever-fierce competition, etc. The recommendations provided for Huazhu is to consider the further integration of technologies in the customer touchpoints to reduce contacts and promote convenience, the communication of industry-wise and corporate-specific codes of conduct to divisions and customers, the roll-out of special product offerings to boost demands in the local markets. 
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Multi-brand strategy

Huazhu is a multi-brand hotel group that covers the full spectrum of market segments with over

20 distinct hotel brands, including economy, midscale, upper midscale, and upscale (Huazhu,

2021)
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Strong market position

Under the leased and owned, franchised, and manachised, Huazhu has 6789 hotels under the

group with an aggregate 652, 162 rooms (Huazhu, 2021)
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Vast base of loyal and engaged customers

Huazhu manages customers through the H Rewards Loyalty program. Till the end of 2020,

Huazhu has more than 153 million members, interacting and managed through multiple touch

points to foster long-lasting relationships and inspire loyalty (China Travel News, 2015; Huazhu,

2021)
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Industry-leading and proprietary technology infrastructure

Huazhu has the advanced proprietary and scalable technology infrastructure digital

transformation initiatives, such as big data analytics, data mining, internet of things, allowing it to

improve the efficiency of its operations (Huazhu, 2021).
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SWOT Highlights

-

       

A well-diversified portfolio covering different market segments

-

       

An in-depth integration of technologies in backstage operations

-

       

A strength market position

-

       

A strong reliance on the Chinese market. Despite its internationalization effort, Huazhu has highly relied on the Chinese

market for its revenue generation, making it vulnerable for the regional market risks (YiCai Global, 2020).

-

       

The decline in profitability. A revenue decline of 9.1% was reported by Huazhu due to Covid-19 in 2020, resulted form

lower occupancy rate and higher operational expenditure (Huazhu, 2021).

-

       

Remain smooth and effective communication across brands can be difficult due to multidimensional challenges (Global

Capital Asia, 2020)

Opportunities

-

       

The application of technologies to improve customer experience during covid-19 (Hotel Management, 2020)

-

       

Fierce competition posed by other international hotel chain such as Hilton, Marriot and regional independent hotel providers

-

       

The uncertain situation of covid-19

Strengths

Weaknesses

Threats
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